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Answer ANY FOUR (4) of the EIGHT (8) questions provided 


Question 1 

Suppose that the New South Wales state government is considering proposals for building 
six dams which will provide a variety of benefits including hydro-electric power and supplies 
of drinking water. 


The social benefits and costs of each proposal are listed as follows: 


Dam Benefits | Costs Net Benefits Benefit-cost 
ratio 
1 100 50 
2 60 20 
3 40 10 
4 10 30 
5 10 10 
6 15 30 


a) Compute the net benefits and the benefit-cost ratio for each project and enter these 
figures in a table on your answer paper in the same format as above. (5 marks) 
b) If the dams were to be built on six separate rivers and the government wanted to 
maximise social welfare, how many of the dams should be built? (5 marks) 
c) Referring to your answer in part b) which ones should be built? Briefly explain. (5 marks) 
) If the dams were mutually exclusive (i.e., they are designed for the same river basin; 
thus, only one will be built), which one should be built? Briefly explain. (5 marks) 


Question 2 

The New South Wales Environmental Protection Authority has issued a request for proposal 
studies to measure the costs and benefits of waste incineration. Two consulting firms have 
responded. Econometricians Unlimited proposes using hedonic pricing methods to measure 
the costs of incineration facilities in terms of their effects on residential property values. 
Surveys Incorporated proposes a contingent valuation survey to elicit respondents' 
willingness to pay to avoid the construction of an incineration facility in their metropolitan 
area. 


a) For each of these proposals describe the methodologies they use and outline how they 
would be undertaken. (12 marks) 
b) Discuss the advantages and disadvantages of these two approaches. (8 marks) 


Question 3 
What are the conceptually correct measures of benefits and costs in benefit-cost analysis? 


a) Describe them and explain why they are considered to be conceptually correct. 
(12 marks) 
b) Describe why it is often difficult to use these measures in practice. (8 marks) 
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Question 4 

The following questions all concern a proposal to build a dam with the purpose of storing and 
supplying water to be used for the irrigation of a large area of agricultural land in a 
developing country. The benefits of the proposal largely arise from the increase in 
agricultural output from the farms receiving irrigation water. 


a) A benefit-cost analysis of this dam project includes within the benefits an increase in the 
output of suppliers of agricultural inputs within this area. These secondary market 
benefits arise from an increase in expenditure on inputs by farmers. Should these 
secondary benefits have been included in the analysis? Justify why they should or 
should not be included. (6 marks) 

b) Suppose that agricultural policy in this developing country is designed to keep the prices 
that farmers receive for their products above the market equilibrium level. Should the 
benefits that farmers receive from output increases deriving from the project be adjusted 
to take account of this policy? Explain the reason for your answer. (6 marks) 

c) Further suppose that the currency of this country is overvalued. If the outputs from the 
project are exported, and the inputs that farmers use are largely imported, how should 
the benefits and costs associated with these be valued if we assume that the increases 
in exports and imports are too small to affect world prices? (8 marks) 


Question 5 

Extract Inc. is a completely foreign-owned oil-drilling company. It has discovered a major 
offshore oil field just off the coast from the Kimberley in Western Australia (a wilderness area 
of great biological diversity and natural beauty) and has applied to the offshore oil and gas 
regulator, NOPSEMA, to drill for the oil. NOPSEMA have asked you to prepare a benefit-cost 
analysis of Extract’s proposed project. How would you include (or not include) and value the 
following impacts of this project? Take care to explain your answers with reference to the 
societal benefit or cost each impact represents and by explaining any assumptions you 
make. 


The profits that Extract will make from this project. (5 marks) 

The labour that will be employed in the project. 600 people will be employed in the 
project overall and one-half of these workers will be drawn from local labour markets. 
Unemployment in the region is very high and so at least 50% of these locally recruited 
workers can be assumed to have been previously unemployed. (7 marks) 

c) The possible negative effects on the area if a catastrophic oil spill were to occur as a 
result of the project. (8 marks) 


ois 


Question 6 

You have been asked to undertake a benefit-cost analysis of a project that will construct a 
hydro-electric dam that will result in the flooding of a large area of old-growth forest in 
Tasmania. 


a) Describe the valuation techniques that might be employed to evaluate the environmental 
costs of the project going ahead and outline the advantages and disadvantages of the 
valuation techniques you consider are applicable. (12 marks) 


b) Do you think these techniques are capable of eliciting all of the possible unpriced costs 
or benefits associated with this project? Discuss this question and describe how you 
would present any omissions and/or uncertainties in your final report. (8 marks) 
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Question 7 
Define and briefly discuss the significance of each of the following concepts: 


a) The Kaldor-Hicks criterion. (4 marks) 

b) A potential Pareto improvement. (4 marks) 

c) Break-even values. (4 marks) 

d) Net present value. (4 marks) 

e) Shadow price. (4 marks) 

Question 8 

a) Benefit-cost analysis has been attacked from a variety of perspectives. Clearly state 
what you believe to be the most important of the conceptually valid criticisms of the use 
of benefit-cost analysis as a guide for public policy making and justify your choice. 
(12 marks) 

b) Given these criticisms and the practicalities of the decision-making process, discuss 


whether decisions should be made solely on the basis of the benefit-cost criterion. 
(8 marks) 
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